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July 17, 2013 
 
Mr. Rudi Golnik  
City Engineer 
City of Hollister 
375 Fifth St. 
Hollister, CA 95023 
 
Subject:  Water Rate Study Report 
 
Dear Mr. Golnik, 

Raftelis Financial Consultants, Inc. (RFC) is pleased to provide the Water Rate Study Report (Report) for 

the City of Hollister to address current financial challenges the City is facing and to establish water rates 

that are equitable and in compliance with Proposition 218.   

The major objectives of the study include the following: 

1. Develop financial plans for the Water Enterprises to ensure financial sufficiency, meet 

operations and maintenance (O&M) costs, ensure sufficient funding for capital replacement 

needs, and improve the financial health of the enterprises; 

2. Create rate structures for the Water Enterprise that promotes conservation as well as 

maintains equity amongst customer classes; 

3. Develop connection fees for the Water Enterprise. 

 

The Report summarizes the key findings and recommendations related to the development of the rate 

studies for the Water Enterprises. 

It has been a pleasure working with you, and we thank you and City staff for the support provided 

during the course of this study. 

Sincerely, 

Raftelis Financial Consultants, Inc. 
 
 

 
Sanjay Gaur 

 

Senior Manager  
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Background of the Study 

In 2012, the City of Hollister engaged RFC to conduct a Water Rate Study (Study) to develop a solvent 

financial plan as well as design rates for the water system.  

The City’s Water Enterprise is operating in an environment where revenues from rates are outpaced by 

operating and debt expenditures, caused primarily by significant capital expenditures for necessary 

upgrades to the water systems.  

The increase in operating and debt expenditures from the Lessalt Water Treatment Plant and West Hills 

Surface Water Treatment Plant represent the most significant pressure on net revenues. The City has 

instructed RFC to propose the level of water rates needed for financial sufficiency for the projected 

operating and capital expenditures and other financial obligations.  

Objectives of the Study 

The major objectives of the study include the following: 

1. Develop a financial plan for the water enterprise to ensure financial sufficiency, meet operations 
and maintenance (O&M) costs, ensure sufficient funding for capital projects, and improve the 
financial health of the enterprises; 

2. Review current rate structures for the Water Enterprise; 

3. Develop a cost-of-service analysis for the Water Enterprise;  

4. Develop fair and equitable  water rates; and 

5. Develop connection fees. 

1 Water System 

1.1 Water Assumptions 

The study period for the Water Rate Study is from Fiscal Year (FY) 2013 to 2019. Various types of 

assumptions and inputs were incorporated into the Study. These assumptions were based on discussion 

with and/or direction from City staff (Staff), including projected accounts and annual growth rates in 

accounts, assumptions regarding proposed new debt issuances, and other miscellaneous assumptions. 

These assumptions are presented in Tables 1-1 and 1-2. 
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1.2 Water Inflation Factors 

Table 1-1: Inflation Factor Assumptions 

KEY FACTORS FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 

Salary 0.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 

Benefits 0.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 

General 0.0% 3.0% 4.0% 4.0% 4.0% 4.0% 4.0% 

Utility 0.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 

Insurance 0.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 

Capital 0.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 

Interest 0.0% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 

 

1.3 Water Growths and Demand Factors 

Table 1-2: Account Growth Rate Assumptions and Water Demand Factor 

  FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 

GROWTH RATE        

Account Growth 0.0% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 

DEMAND FACTOR % Increase of prior consumption  

Water Demand Factor 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

 

1.4 Water Financial Plan 

The City owns and operates a water utility serving approximately 6,000 customers. The City contracts its 

surface water delivery from San Benito County Water District (SBCWD), which has a municipal and 

industrial entitlement from the Central Valley Project delivered through San Felipe facility. The surface 

groundwater is treated at Lessalt Surface Water Treatment Plant, which is a shared facility between the 

City and Sunnyslope County Water District. The City has contracted with Raftelis Financial Consultants in 

2012 to conduct a comprehensive Water Rate Study.  

In FY 2013, revenues generated from rates and other miscellaneous revenues are sufficient to recover 

the total operating expenses of the Water Enterprise. However, as mentioned earlier, the City will incur 

significant operating expenses as a result of the Lessalt Water Treatment Plant and the West Hills 

Surface Water Treatment Plant. Table 1-3 on the following page displays the projected revenues for FY 

2013 – 2019 (study period). Table 1-4 displays total projected expenses for the study period.   
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Table 1-3: Revenues for FY 2013 – 2019 

 

The City derives most of its revenues from the sale of water as shown in the line item “Revenues from 

Rates” in Table 1-3. “Revenues from Rates” are increasing due to the projected growth to occur in the 

City. In addition, the City receives a nominal amount of revenues from miscellaneous sources such as 

delinquency charges and water tank maintenance. San Benito County Water District (SBCWD) has 

offered rate stabilization funds which are reflected in Table 1-3 under the line item “Rate Stabilization 

Funds from SBCWD”. The rate stabilization funds are to be utilized by the City to ensure that it meets 

debt coverage requirements and that rate increases is stabilized. However, following analysis of the 

proposed debt associated with the Lessalt and West Hills treatment plant, the City has opted to utilize 

the rate stabilization funds to pay down the debt principal associated with the two projects. By utilizing 

the rate stabilization funds in this way, the City stands to save $3.3 million over the life of the loans. The 

revenue numbers for both the operations and the Lessalt and West Hills debt information were 

provided by the City. 

Table 1-4: Expenses for FY 2013 - 2019 

 

As shown in Table 1-4, the City will incur additional expenses based on the operations and maintenance 

of the Lessalt and West Hills treatment plant. This plant will become operational in FY 2014; the 

additional expenses are shown on Table 1-4 under the “Lessalt & West Hills O&M” line item. In addition, 

the City will incur capital expenses related to the treatment plant upgrades; these expenses are 
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reflected in Table 1-4 under the line item “San Benito Capital Recovery”. The Lessalt & West Hills O&M 

expense numbers as well as the San Benito Capital Recovery numbers were provided by the City.  

1.4.1 Status Quo Financial Plan 

As shown in Table 1-3 and Table 1-4, total expenditures rapidly outpace total revenues.  As a result of 

these additional expenses, the City is unable to maintain fiscal sustainability and solvency under the 

current water rates (Status Quo). The causes of the increase in expenses are the O&M and Debt expense 

incurred as a result of the Lessalt & West Hills projects. The City’s O&M expenses are growing at less 

than 3 percent per year. Figures 1-1, 1-2, 1-3, 1-4 are a graphical representation of the City under 

current or “Status Quo” water rates. 

Figure 1-1: Status Quo Revenue Adjustments  

 

Figure 1-1 displays the revenue adjustments and the debt coverage for the City under the Status Quo. As 

displayed, there are no revenue adjustments because the Status Quo scenario assumes current rates, 

which means no revenue adjustments. The blue bar displays the revenue adjustments, which is at zero 

percent.  
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Figure 1-2: Status Quo Operating Financial Plan 

 

Figure 1-2 displays the operating financial plan. The different colored, stacked bars represent the City’s 

operating and non-operating expenses. The Red line represents revenues at current rates, while the 

green line represents revenues at proposed rates. Since this chart displays the Status Quo, proposed and 

current revenues are equal as there are no proposed revenue adjustments under the Status Quo 

scenario. The blue bar displays the revenues to Fund Balance and shows that the enterprise will be at a 

deficit beginning FY 2014. Under the Status Quo scenario, the deficit grows each year.  

Figure 1-3: Status Quo Capital Improvement Projects (CIP) 

 

Figure 1-5 displays the Capital Improvement Project (CIP) schedule through the study period. The orange 

bars display the amount of CIP the City will expend per year that is cash funded. The red bars display the 
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amount of CIP that will be debt funded. The City does not plan on issuing any debt to finance future 

capital projects. 

Figure 1-4: Status Quo Water Fund  

 

Figure 1-4 displays the Water Fund balance. This figure shows the amount of cash that the City has 

available for the Water Enterprise. The green bars display the projected amount of cash available each 

fiscal year. The Red line indicates the minimum balance the City should have in its Water Fund; this 

amount is set by the City and is based on the City’s fiscal policy, which is 15 percent of the annual 

operating budget. The red dot is an alert balance; when the projected balance falls under the minimum 

balance, the alert balance displays the amount of cash in the Water Fund. As displayed in Figure 1-4, 

under Status Quo, the Water Fund will fall below the minimum balance in 2017 and will continue to fall 

over the following years. At the end of the study period, the Water Fund is projected to be at -$9.0 

million under Status Quo water rates. 

Table 1-5, below, further illustrates the City’s financial position under the Status Quo by displaying the 

information in a tabular Pro Forma format. Table 1-5 displays all the revenues, expenditures (including 

proposed debt, capital expenditures and O&M) and the water fund balance. 
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Table 1-5: Status Quo Pro Forma 

 

The City will receive $990,000 in funds from the dissolution of the Joint Powers Authority (JPA) in FY 

2014 as detailed under the “JPA Proceeds” line in the Pro Forma. The JPA will be dissolved as the Lessalt 

and West Hills treatment plants come online. To ensure that the Water Enterprise will have adequate 

revenues to fund operating expenses, capital expenditures, and meet debt coverage requirements, RFC 

recommends the following water revenue adjustments (Table 1-6). A detailed discussion of the water 

financial plan is included in the following section.  

Table 1-6: Proposed Water Revenue Adjustments 

Effective Date Proposed Water Revenue Adjustments 

January 2014 13.0 percent 

January 2015 13.0 percent 

January 2016 13.0 percent 

January 2017 13.0 percent 

January 2018 13.0 percent 

January 2019 0.0 percent 
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1.4.2 Proposed Financial Plan 

As mentioned in the previous sections, proposed expenses greatly outpace revenues. In order to bridge 

the gap, revenue adjustments as shown in Table 1-6 will be necessary for the City to remain financially 

solvent. Figures 1-5, 1-6, 1-7 and 1-8 graphically display the effects of the proposed revenue 

adjustments on the City’s financial position. 

Figure 1-5: Proposed Revenue Adjustments 

 

Figure 1-5 displays the revenue adjustments of the proposed financial plan. In the proposed scenario, 

the City will increase revenues by 13.0 percent for 5 years (FY 2014 – 2018). Under these revenue 

adjustments, the City is projected to meet its operating financial plan. 

Figure 1-6: Proposed Operating Financial Plan 
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Figure 1-6 displays the proposed operating financial plan. As mentioned earlier, the green line displays 

the proposed revenues. Under the proposed scenario, the City is projected to have a positive net 

income in FY 2014, 2016 and 2019. In FY 2015, 2017 and 2018, the City is projected to operate at a 

negative net income. Although there are years where the City is projected to have negative income, the 

City’s cash reserves is projected to remain healthy as shown on Figure 1-8 below. The proposed rate 

increases will allow the City’s revenues from water sales to cover its total expenditures. 

 Figure 1-7: Proposed CIP Expenditures 

 

The CIP expenditures are the same under both the Status Quo and Proposed scenarios. 

 Figure 1-8: Proposed Water Fund Balance 
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Figure 1-8 displays the Water Fund Balance under the Proposed Scenario. As a result of increasing 

revenues to the level shown in Figure 1-6; the Water Fund Balance remains healthy and above the target 

balance throughout the Study period.  

 Table 1-7: Proposed Pro Forma  

  

Table 1-7 displays the proposed financial plan scenario in a Pro Forma format. With the proposed rate 

increases, operating revenue will be able to keep pace with total expenditures. The proposed rate 

increases will enable the City to fully fund the Water Enterprise and maintain healthy reserves in the 

Water Fund balance. 

2 Rate Design 

2.1 Background  

The City’s current rate design is a three-tiered inclining water rate system. The current rates and tiers 

are shown in Table 2-1 on the following page. 
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 Table 2-1: Current Rates and Tiers 

 

Table 2-1 displays the Current Rates and Tiers. Tier 1 for Single-Family Residential (SFR) encompasses 

100 cubic feet (HCF1) of usage to 30 HCF, Tier 2 for usage of 31 HCF to 50 HCF, and Tier 3 for all usage 

above 50 HCF. The City also has the fixed-meter service charge divided into two classifications: Inside 

City and Outside City. Outside City residents are charged an 8 percent premium over those paid by 

inside city customers for each respective meter services fee. These classifications are based on the 

location of each property.  

2.2 Rate Methodology Background 

Proposition 218 (California Constitution Article 13D) states that: 

1. A property-related charge (such as water rates) imposed by a public agency on a parcel shall not 

exceed the funds required to provide the property related service.  

2. Revenues derived by the charge shall not be used for any other purpose other than that for 

which the charge was imposed.  

                                                           
1
 Hundred Cubic Feet (HCF) is equal to 748 gallons 
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3. The amount of the charge imposed upon any parcel shall not exceed the proportional cost of 

service attributable to the parcel. 

4. No charge may be imposed for a service unless that service is actually used or immediately 

available to the owner of property. 

5. A written notice of the proposed charge shall be mailed to the record owner of each parcel at 

least 45 days prior to the public hearing, when the agency considers all written protests against 

the charge. 

As stated in the Manual M1, “the costs of water rates and charges should be recovered from classes of 

customers in proportion to the cost of serving those customers.” 2 

Prop 218 ensures that Water Rates cannot be “arbitrary and capricious”, meaning that the rate-setting 

methodology must be sound and that there must be a nexus between costs and the rate charge. In the 

Rate Methodology, RFC ensures that all aspects of Proposition 218 are followed and that the rate 

structure creates rates that charge customers equitably.  

2.3 Rate Methodology  

After much discussion with City Staff and the City Council, the goals and objectives of the rates are as 

follows: Affordability for essential use, conservation and revenue stability. In order to achieve these 

objectives, RFC designed rates with these tenets in mind.  

The utility’s total revenue requirements net of revenue credits from miscellaneous sources is, by 

definition, the cost of providing service, as shown in Table 2-2. This cost is then used as the basis to 

develop unit costs for the water components and then to allocate costs to the various customer classes 

in proportion to the water services rendered.  The concept of proportionate allocation to customer 

classes requires that allocations should be taken into consideration not only for the average quantity of 

water used but also the peak rate at which it is consumed.  The water system is designed to handle peak 

demands and the costs associated with design and construction of facilities used to meet peak demands; 

these costs need to be allocated so that peaking costs can be recovered appropriately.  In this study, 

water rates were calculated for FY 2014, and accordingly FY 2014 is defined as the Test Year.  Test Year 

revenue requirements are used in the cost allocation process. Subsequent years’ revenue adjustments 

are incremental and the rate adjustments for future years are calculated across the board.  The City 

should review the cost of service analysis every five years to ensure that the rates are consistent with 

the costs of providing service. 

The annual revenue requirements or costs of service to be recovered from commodity charges include 

operations and maintenance (O&M) expenses and capital costs.  O&M expenses include costs directly 

related to the supply, treatment, and distribution of water as well as routine maintenance of system 

                                                           
2
 Zieburtz, Bill, AWWA Staff, Principles of Water Rates Fees and Charges 6

th
 Edition (M1), 2012, Print 
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facilities.  This maintenance is often referred to as routine capital and represents the annual recurring 

capital outlay for minor system improvements and purchases of materials and supplies.   

The total FY 2014 cost of service to be recovered from the City’s water customers, shown in Table 2-2, is 

estimated at approximately $4.1 million. Approximately $3.5 million of this total is for operating costs, 

266 thousand for existing debt service for capital projects and the remaining 145 thousand for 

miscellaneous sources. The cost of service analysis is based upon the premise that the utility must 

generate annual revenues adequate to meet the estimated annual revenue requirements.  As part of 

the cost of service analysis, revenues from sources other than water rates and charges (e.g. revenues 

from miscellaneous services) are deducted from the appropriate cost elements.  Additional deductions 

are made to reflect interest income and other non-operating income during FY 2014.  Adjustments are 

also made to account for cash balances to ensure adequate collection of revenue and to determine 

annual revenues needed from rates.   

 Table 2-2: Current Rates and Tiers 

 

To allocate the cost of service among the different customer classes, costs first need to be allocated to 

the appropriate water cost components.  The following section describes the allocation of the operating 

and capital costs of service to the appropriate parameters of the water system. 
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2.3.1 Functional Cost Components 

The total cost of water service is analyzed by system function in order to equitably distribute costs of 

service to the various classes of customers.  For this analysis, water utility costs of service are assigned 

under the Base-Extra Capacity method to three basic functional cost components: base costs, extra 

capacity or peaking costs, and customer-service related costs.  This method is consistent with the 

American Water Works Association M1 Manual, and is widely used in the water industry to design rates 

for retail customers. 

Base Costs 

Base costs are those operating and capital costs of the water system associated with serving customers 

at a constant average rate of use. For the City, the base is set at the average winter usage for single-

family residents. Supply costs are typically considered to be based on average usage.  

Extra Capacity Costs 

Extra capacity or peaking costs represent those costs incurred to meet customer peak demands for 

water in excess of average day usage.  Total extra capacity costs are subdivided into costs associated 

with maximum day and maximum hour demands.  The maximum day demand is the maximum amount 

of water used in a single day in a year.  The maximum hour (Max Hour) demand is the maximum usage 

in an hour on the maximum usage (Max Day) day. Different facilities are designed to meet different 

peaking characteristics.  For example, transmission lines are designed to meet Max Day requirements.  

Transmission lines have to be designed larger than they would be if the same annual amount of water 

were being used at a constant rate throughout the year.  The cost associated with constructing a larger 

line is based on the idea of “overdesign”, and is proportioned according to the Max Day factor.  For 

example, if the Max Day factor is 2.0, then the line should be designed twice as large as required to 

meet average-only usage conditions.  In this case, half of the cost would be allocated to Base or average 

and the other half allocated to Max Day. Table 2-3 displays the Base and Extra Capacity rates that are 

associated with the aforementioned costs.  In addition, Table 2-3 displays the proposed commodity 

rates for FY 2014 for Single Family Residential (SFR) customer as well as Non-Single Family Residential 

(NON-SFR) customers.  

 Table 2-3: Proposed Commodity Rates and Tiers 
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The proposed tiers for the new commodity rates are based off of usage analysis of the City. The Tier 1 

width of 9 HCF is based on the average winter usage for single-family residential customers. The 

proposed rates also take into account price elasticity. As the proposed commodity rates for Tier 2 and 

Tier 3 are higher than the current commodity rates, water usage in those tiers are projected to decline. 

The Tier 1 price reflects only the base cost. The Tier 2 block width is based on average summer usage for 

single-family residential customers, and the price is composed of the base cost of delivery plus 

additional peaking costs. Tier 3 block width is anything above 15 HCF of usage. Non-single family 

residential customers will be charged a flat rate.  

Customer -Service Related costs 

Customer service costs include customer-related and meter-related costs.  Customer costs are uniform 

for all customers and include such costs as meter reading, billing, collecting, and accounting.  Meter 

service costs include maintenance and capital costs associated with meters and a portion of the capacity 

related costs. RFC utilized the American Water Works Association (AWWA) Meter Ratio in calculating 

the meter component, as is industry practice. These costs are assigned based on meter size or 

equivalent meter capacity.  Table 2-4 displays the proposed FY 2014 meter charges separated by meter 

size. Total proposed meter charge includes both billing and customer service charge and the meter 

component charge.  

Table 2-4: Proposed Meter Charge 

 

The differences between the existing charges and proposed charges are shown by dollar amount and 

percentage change in Table 2-4 above.  

2.4 Rate Impacts 

The goals in designing the proposed rates are affordability for essential use, water conservation and 

revenue stability. RFC designed the proposed water rates to reflect these goals. Tier 1, which is based on 

average winter usage, is three cents lower than the previous Tier 1 rate. By decreasing commodity rates 

for essential water usage, the goal of affordability is achieved. In addition, Tier 2 and Tier 3 commodity 

rates have been increased to promote the goal of conservation. Finally, a larger portion of the water bill 

is tied to the fixed meter charge, which results in increased revenue stability for the City. RFC prepared 

an analysis to examine the impacts of the proposed rates. The following customer impact chart shown in 
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Figure 2-1 displays the bill impacts for SFR customers at different usage levels ranging from 8 HCF to 30 

HCF per month.  

Figure 2-1: Single-Family Residential Usage Impacts 

 

As shown in Figure 2-1, customers with relatively lower water usage (from 8 to 10 HCF per month) 

experience a relatively low (2 percent) increase in their bills. The more water a customer uses, the larger 

the percentage increase in their bill. A customer that uses 30 HCF per month, which is well above the 

City’s average usage, will experience a 30 percent increase in their monthly bill. This rate allows 

customers to control their water bills with their monthly water usage. While Figure 2-1 displays the 

proposed monthly water bills for a sample customer, Figure 2-2 displays the SFR customer impacts for 

the City as a whole. 
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Figure 2-2: Single-Family Residential Customer Impacts 

 

The majority (43 percent) of customers in the City will experience a $2 to $5 dollar increase in their 

monthly bill. In addition, a large portion of the customer base (32 percent) will experience a $0 to $2 

dollar increase in their monthly bill. This majority represents the average SFR customer in the City. While 

the average customer will experience a relatively small change in their monthly bill, there will be a few 

large water-usage customers that will experience a $25 to $50 increase in their monthly bill.  

2.5 Proposed Water Rates  

Table 2-5 displays the proposed rates from FY 2014 to 2019. FY 2014 rates were developed with the 

methodology explained in section 2.3. Rates from FY 2015 and onward correspond to the revenue 

adjustments shown on Table 1-3. The Rates will increase by 13 percent from FY 2014 to 2018. Table 2-5 

displays the proposed commodity rates and meter charges for the City. 
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Table 2-5 Proposed Rates3 

 

3 Water Connection Fees 

Connection Fees are a financial mechanism used to ensure that new customers pay their fair share of 

capital costs necessary to provide service. In the State of California, it is required that connection fees 

comply with the Mitigation Act (AB1600, Government Code 66000 et seq.), which states that there need 

be a nexus between the connection and costs, and that fees should be proportionate to the cost of 

providing service.  

In developing Connection Fees for water and wastewater, there are several different approaches that 

can be used. For the Water System, RFC recommends a “hybrid” combination of the system buy-in 

method and the incremental cost approach to determine the connection fees, since there is already a 

large amount of assets in the system and there are significant planned capital projects associated with 

growth and new development.  

For the system buy-in approach, we have used the replacement cost less depreciation (RCLD) method to 

determine the value of the Water Systems. This method considers the costs necessary to replace 

existing facilities but also recognizes that the capacity available in existing facilities is not new and is 

therefore adjusted for depreciation. 

The City provided a listing of assets and capital projects through FY 2012. We calculated the 

replacement cost (RC) of the system for FY 2012 (as of 6/30/2012) by inflating historical costs using the 

annual average Handy Whitman Index (Handy Whitman). To recognize that the system is not new, we 

                                                           
3
 The Outside City meter charges will be eliminated 
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subtracted the accumulated depreciation of those assets from the replacement cost to determine the 

value of the system known as replacement cost less depreciation (RCLD). The RCLD of the system in FY 

2012 is $10.2 million. When new users join the system, they will benefit from the City’s cash reserves. It 

is therefore necessary to add cash reserves (approximately $5.4 million) to determine the net assets 

value of the water system. Finally, the new users will pay the ongoing debt after joining the system and 

therefore the value of the system is reduced by the amount of the debt principal ($0) since the City has 

no current debt obligations. Table 3-1, below, displays the total calculated system value. 

Table 3-1: System Buy-In System Value 

System Value 
RCLD: $10,198,332 
(+) Add Reserves: $5,423,440 
(-) Subtract Debt Principal: $0  

Total Asset Value: $15,621,772 

 

Current Number of Equivalent Dwelling Units in the City 

The second step in calculating the connection fees using the system buy-in method is to determine the 

current capacity of the Water Systems.  Dividing the value of the system by the capacity provides a unit 

cost for the capacity fee. The number of existing customers is expressed as equivalent meters.  For 

water systems, capacity is usually expressed in meter equivalents rather than actual service connections.  

The benefit of using meter equivalents is that it relates the relative capacity of service connections for 

various meters to their respective sizes.  For instance, a 1 1/2” meter is 2.0 equivalent 5/8” meters. The 

approach used in this study is expressing the number of existing customers in equivalent meters. Table 

3-2 displays this figure. 

Table 3-2: Number of Equivalent Meters 
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The total number of EDUs in the system is 9,955. In order to obtain the dollar value per EDU, we obtained the total asset value calculated in 

Figure 3-1 ($15,721,772) and divided by the total number of EDU’s in the system (9,955) to arrive at a value of $1,569 per EDU. As mentioned 

earlier, a hybrid approach of the system buy-in methodology and the incremental cost methodology was utilized to create the connection fees. 

Incremental Cost Value 
 
The City also provided a listing of capital projects and the percentage of each project attributable to extending existing capacity. This listing can 

be found in Table 3-3. 

Table 3-3: Growth Related Capital Projects 

 

The total value of the capital projects that is attributed to growth is $2,945,000. The City estimates that these capital projects will be able to 

provide for an additional 2,233 equivalent dwelling units (EDU’s). Thus, the additional cost per EDU is $2,945,000 divided by 2,233 = $1,319. 

Because the approach we used is a hybrid of the Incremental Cost approach and the Equity Buy-In approach, we add the cost per EDU of the 

Equity Buy-In Approach ($1,569) and the cost per EDU of the Incremental Cost Approach ($1,319) to arrive at the cost per new connection of 

$2,888 per EDU. 
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Proposed Connection Fees 

The proposed connection fees for all meter sizes are shown on Table 3-4 below.  

Table 3-4: Proposed Connection Fees 

 

 


